The paper looks at the growth and transformation of microfinance institution in India with different features in providing services. The structure of microfinance institutions has been discussed and in order to penetrate into the poverty and downtrodden segment for their alleviation. The growth with transformation of MFIs studied by SHG-bank linkage programmes. Though there was dependence on the financial institutions, the progress of MFIs was significant. However, it has been found that there is absence of regulatory control in India and interference of political sensitivity in the MFOs. Moreover, it was found that governance within the MFIs was weak. Having examined various options, we conclude that there is no ideal or easy path for MFIs to mainstream in India. This has implications for regulatory framework. There should be regulatory changes that allow smaller MFOs to get into more complex forms as they grow organically. The suggestion has been given that, NGO-MFIs should be allowed to invest in the equity and debt as these are larger enough to maintain adequate leverage ratio and able to raise capital as NBFCs.
Until the early 1990s, the financial services were provided through a variety of state sponsored institutions, which resulted in impressive achievements in expanding access to credit particularly among the rural poor ( Arun and Mosley, 2003) . Although many of these commercial bank branches in rural areas wer unprofitable, they did play a positive role in financial savings and reducing poverty which is evident in the fact during the period 1951-1991 the share of total financial institutions in rural house hold debt has increased from 8. The term micro finance refers to small-scale financial service both credit and savingsthat are extended to the poor in rural, semi -urban and urban areas. The poor need microfinance to undertake economic activity, smoothen consumption, mitigate vulnerability to income shocks ( in times of illness and natural disasters), increase savings and support selfempowerment. Micro credit is the most common product offering. Micro-finance in India is synonymous with micro credit; because savings, thrift and micro-insurance constitute a miniscule segment of the micro finance space. In India, most micro finance loans are in the range of Rs. MFIs are also differentiated on the basis of their loan repayment structures.
Most MFIs following the JLG model adopt the weekly and fortnightly repayment structure. 
Growth of MFIs in India.
The microfinance market in India is expected to grow rapidly, supported by the Govt. of India's initiatives to achieve greater financial inclusion, and growth in the country's retail sector. 
Improving earning profile:-
Improvement in lending rates, in branch and employee productivity, and increasing efficiencies on account of growth in loan portfolios have helped MFIs of ll categories enhance their operating self-sufficiency (OSS) 6 ratios. CRISIL believes that MFIs OSS ratios will increase over the medium term; this is because MFIs (particularly the large ones) have increased their lending rates, with several players also charging upfront processing fees. 
Heavy dependence on banks and financial

Absence of regulatory control:-
Microfinance activities are undertaken by organizations that are registered under sectoral legal forms. However, currently, only NBFCs are under the regulatory and supervisory purview-the NBFCs are regulated by RBI. The absence of prudential norms and accounting guidelines for non-NBFC MFI leads to lack of uniformity in accounting practices and highlyleveraged balance sheets among MFIs. The financial statements of the microfinance programmes of most non-NBFC MFIs do not provide the true financial picture. There was a proposal by Government of India to bring in legislation in 2006 to regulate the entire microfinance sector in India, the regulation, however is yet to be materialized.
Savings is an important component of microfinance. Currently however, savings and deposit services can be offered only by banks and cooperatives. NBFCs can raise deposits only after obtaining a license from RBI and meeting norms ( such as having an investment grade credit rating).Trusts and societies ( un incorporated bodies) cannot accept savings / deposits as per Section455 of RBI Act,1934.
A few NGO-MFIs and non-NGO-MFIs continue to offer in-house insurance facilities by underwriting on their own, although this is a clear violation of insurance regulations. In April ,1999 7 , RBI issued a circular allowing MFIs to fix interest rates on the loans they extend. However, interest rates charged to the poor constitute a politically-sensitive issue, and therefore, a challenging proposition for MFis.
Political sensitivity of Interest rates:-
Although acts pertaining to money-lending and usurious loans in the states specify interest rate ceilings, these are applicable largely to societies and trusts. Over the past years, MFIs especially in Andhra Pradesh, Tamil Nadu, and Karnataka, have often been targeted by local district administrations.
Given MFIs operating & cost structures, most MFIs need to charge high interest rates to recover costs and remain in business. Sa-dhan, the industry association has suggested a voluntary mutually code of conduct under which MFIs provide information regarding interest rates and other charges to clients. Though many MFIs highlight only the flat interest rates and processing fees, a few MFIs did mention the effective interest rates in their borrowers' passbooks as on March 31, 2009.
Pressure on process and controls due to aggressive growth plans: -MFIs risk management practices have weakened over the past couple of years, on account of a shift in focus towards business growth and network expansion. Some credit sanction and monitoring practices have been diluted. These include lending to clients with multiple loans from different MFIs, reduction in the average waiting period for loans, and doing away with staggered disbursements to JLGs and loan utilization checks post disbursement. Rapid expansions to new geographies have also put pressure on the internal control mechanisms and audit function, as these have not received adequate focus in the past two years.
Nevertheless, there has been some improvement in MFIs ' operations , this includes installation of software for monitoring loans, upgrade in cash management services, and availability of banking facilities to MFIs operating in rural and semi-urban areas. Many small and mid-sized MFIs have also benefited from the technical support, such as documentation of internal policies and process mapping, with capacity-building support, particularly from apex MFIs.
Weak in Governance of MFis :-
The legal structure and the attendant regulatory requirements of an MFI have a strong bearing on governance practices because they influence management practices and levels of transparency. All legal structures other than the formal company structure, suffer for want of 7 adequate regulations and disclosure standards. This also creates a virtuous/vicious cycle phenomenon like; MFIs that have the willingness and minimum capital funds to embrace a corporate structure as an NBFC attract outside investors more easily, which in turn fosters better governance and disclosure standards. In contrast, MFIs that are either unable (for lack of adequate sponsor funding) or unwilling to convert to a corporate structures tend to remain "Closed" to transparency and improved governance standards, and therefore, continue to be unable to attract capital. Moreover, some MFIs particularly, NGO-MFIs, continue to face challenges in striking a balance between their social and business goals, two seemingly conflicting objectives. This often results in poor internal control systems, lack of accountability, and suboptimal performance.
The relatively new sheen that Microfinance has acquired in India as an economically viable (even moderately, profitable, scalable and sustainable) lending activity, applies only to a few MFIs that are typically structured as NBFCs with notable participation from international private equity funds. Many MFIs are new and have begun operations on a relatively clean state, focusing on establishing a strong board, and internal control systems.
With donor and grant funds drying up and related voluntary services dwindling, microfinance has become a key activity for several NGO-MFIs in India. However, their managements have not adapted and equipped themselves adequately to manage this evolution, with the result that governance, disclosure and accountability have suffered in many cases. Unless NGO-MFIs restructure their boards and management to drive a reasonable commercial orientation into their operating philosophy and mission, the attendant benefits of good internal control systems and transparency are unlikely to materialize. This will ultimately hinder the sustainability of their operations.
Conclusion:-
Funding (both equity and debt) will not be a constraint for the large players in India's microfinance sector. The leverage ratio is expected to remain adequate for the larger NBFCsMFIs( which are regulated ) as most of these entities are able to raise capital. Most mid-sized MFIs are in a process of charging their legal structure. The overall asset quality of MFIs is healthy however; this is expected to decline marginally.
The key factors that can drive success for MFIs are robust systems, and processes and efficiency and productivity levels, maintaining asset quality, prevention of credit losses and capital erosion and remaining adequately capitalized to fund growth plans.
